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Reducible Areas in State and Local Expenditures 


In Present Fiscal Emergency, States’ Spending Could Be Cut Using World War Il 


Experience as Guide. 


by Jesse D. WinzENRIED 


i 


‘| 

HE tremendous fiscal pressure generated today by military expenditures, spending induced 

by the critical international situation, has inspired strenuous efforts in and out of Congress 

to reduce other than military expenditures. Faced with all-time high military spending 


during a year of undeclared war, much atten- 
tion has been given to the necessity of cutting 
the non-military portion of the Federal budget. 

However, this sentiment for paring is not confined 
to the Federal domain alone. With these larger de- 
mands made upon the nation’s taxpayers, states 
and localities too, have had brought home to them 
the need for conserving their revenues in a time 
of national stress. 

A perusal of 1951 messages of a majority of the 
states’ governors gives evidence that many of the 
states are concerned over the necessity for cutting 
back non-essential spending in the years immediately 
ahead. 

Some chief executives have called for an absolute 
halt to further increases in spending, while others 
apparently regard higher levels of expenditure, and 
new or additional taxes, as “unavoidable.” 

A review of the overall picture, however, dis- 
closes that reducible areas of expenditures are not 
confined to the Federal level alone. 

Civil expenditures in the 1952 Federal budget 
for example, total $30 billion, up nearly $4 billion 
from the present fiscal year. State and local govern- 
ment spending amounted to $19 billion in fiscal 
year 1949, while estimates for 1950 put expenditures 
as high as $21 billion to $22 billion. The total for 
the current fiscal year may well exceed $23 billion.’ 

Admittedly, the $30 billion of Federal civilian 


These state and local figures include Federal aid to 
state and local governments. 
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expenditures and the $23 billion of state and local 
spending cannot be added together to produce a 
total “reducible area” of $53 billion. The Federal 
figure includes requests for the Atomic Energy 
Commission, for interest on the debt, and for 
foreign aid, some of it military. And some state 
and local services (such as education, aid to the 
indigent, and police and fire protection) must be 
provided even in these times of national emergency. 

To question the necessity of services such as the 
vast majority of those rendered by state and local 
governments would be folly indeed, but to examine 
the expenditures for such services in the light of 
possible retrenchment, is an entirely different matter. 

In making an examination of possible reducible 
areas in such expenditures, there is one yardstick 
that may be used, namely, the history of like ex- 
penditures before, during and after World War II. 
Utilizing this yardstick, we may make an investiga- 
tion of spending trends in state and local government 
over the past decade in such areas as public con- 
struction, welfare, education, personal services, and 
travel. A review of them can prove an invaluable 
guide to ways in which reductions may be made 
now and in the future. 


Capital Construction 


New state and local government public construc- 
tion was cut back from a peak of $3,050 million in 
1939, much of it “make-work” projects, to a war- 
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time low of $568 million in 1944 (Table 1). This 
represented a slash of more than 80 per cent. 

In 1941, after many WPA and similar projects 
had been halted, this new public construction totaled 
$2 billion. Federal aid cut-backs from 1941 to the 
lowest level of the war exceeded 85 per cent. 
Monies spent on new construction by state and local 
governments from their own sources were reduced 
by nearly two-thirds. 

Total expenditures following World War II rose 
far above pre-war levels, but when allowing for 
increases in construction costs, 1949 expenditures 
of $4,913 million actually bought less than the 


additional $500 million of new  obligational 
authority.) 

State and local governments, on the other hand, 
cut back such highway expenditures by about two- 
thirds, or from $759 million in 1940 to $247 million 
in 1943. A certain minimum amount of construction 
was necessary even during the war, particularly on 
roads of military importance. 

Governors’ recommendations to 1951 legislatures 
were characterized by the absence of reference to 
the need for substantial reductions in highway con- 
struction expenditures. Their statements ranged 
from the Washington Governor’s observation that 
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$3,050 million of 1939 expenditures. The construc- 
tion cost index of the Department of Commerce 
averaged 206.5 in 1949 as compared with 100.0 
in the pre-war base period. 

Deterioration of the purchasing power of the 
construction dollar renders cutting back to the 
dollar expenditure level of World War II imprac- 
tical. But even a reduction to the wartime low in 
terms of purchasing power, would mean a cut of 
more than $4,000 million from calendar year 1949 
spending levels. 

The probability of enforced savings in public 
construction was indicated on February 5 when 
Charles E. Wilson, Defense Mobilization Director, 
notified New York’s Governor that little or no 
structural steel would be available for public works, 
except hospitals and schools, after the middle of 
this year. 


Highways 

The greatest expenditure for any one type of 
new state and local construction has consistently 
been for highways as is shown in Table 1. 


Federal aid monies for new highway construction 


were all but eliminated during the war, reaching a 
low of $59 million in 1945. (President Truman’s 
1952 budget calls for Federal aid expenditures of 
$420 million for highway construction and for an 


6 


additional construction funds derived from the 
highway user tax increases authorized by the 1951 
legislature will “. . . contribute toward a rehabilita- 
tion program .. .”, to the recommendation by 
Maine’s Governor, “. . . that consideration be given 
to the bond financing plan . . . to permit an acceler- 
ated highway construction program . . . and also 
to take advantage of all available Federal funds.” 

Spending for highway maintenance does not lend 
itself so well to possible reductions. Past experience 
indicates that even a drop in traffic load to World 
War II levels might not result in any significant 
decline in cost of highway upkeep. There was a 
slow but steady rise in state highway operation 
costs, from about $250 million in 1940 to 
slightly over $300 million in the last war year. The 
only reversal of this trend came in 1943 when 
expenditures dropped about $20 million. The trend 
of county and city operating costs also was generally 
upward during World War II. 


Building Construction 


The second most important expenditure in new 
public construction at state and local levels is found 
in non-residential building. 

In pre-war years, a very large part of these ex- 
penditures were for “make-work” projects. But even 
from 1941 to the lowest point during the war, 
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Table | 
NEW PUBLIC CONSTRUCTION OF STATE AND LOCAL GOVERNMENTS 


By Source of Funds and by Type « omnes 
Calendar Years 1939 - 
(Millions) 


1939 1940 =: 1941 1942 1943 1944 1945 1946 1947 1948 1949 


Total Public Construction $3,059 _—_ $2,000 $1,347 $713 $568 $66! $1,495 $2,708 $3,734 $4,913 
872 


State and Local... 1,673 500 ~=—-1,303 
Federal Aid... a 1,377 eae - 697 


Highway .. . 1,346 1,272 1,040 
State and Local 743 759 649 
Federal Aid... 603 513 391 


Nonresidential Building 890 382 289 
State and Local 523 210 192 
Federal Aid... 367 172 97 


Residential Building... él 196 215 
State and Local él 196 215 
Federal Aid. _ _ — 


Sewage Disposal and 
Water Supply a 338 252 
State and Local 209 168 
Federal Aid 129 


Miscellaneous Public 
Service Enterprises... 131 
State and Local : 
Federal Aid 


All Other Public 
State and Local 
Federal Aid 


Source: Department of Commerce. 


expenditures from state and local sources for such 
construction fell by more than two-thirds. Federal 
aid expenditures for this purpose were practically 
eliminated by the end of the war, dropping to $3 
million from nearly $100 million in 1941. 

Prior to World War II, expenditures for new 
residential building by state and local governments 
was borne entirely by those governments as there 
was no Federal aid available for this purpose until 
1946. But even state and local spending for this type 
of construction was eliminated entirely during 
1945. In 1949, it exceeded $300 million. 

An examination of governors’ messages indicates 
that the preponderance of opinion viewed defense 
requirements as calling for the curtailment of all 
new building construction other than that of an 
emergency nature. 


Other New Public Construction 


Construction of sewage disposal and water supply 
systems constituted the third largest item of new 
public construction projects during the past decade, 


445 442 562 1,248 2,228 3,301 4,433 
475 268 126 99 247 480 433 480 


717 439 355 387 869 41474 1,818 2,070 
439 247 271 328 689 «841,165 1,420 1,645 
278 =192 84 59 180 =. 309 398 425 


185 = 101 90 129 201 466 1,605 
116 69 62 100 198 408 1,580 
69 32 28 29 3 58 25 


182 45 8 126 191 326 
182 45 8 80 326 


152 78 69 351 
95 4l 55 351 
57 37 14 wade 


8 49 164 

3% 0 4B 

49 > 2 

26 ! 62 
4 = 62 

22 i pre 





This, together with expenditures for other types of 
public service enterprises and-for miscellaneous new 
public construction, was very severely restricted 
during World War II. 

The allocation of steel to activities directly re- 
lated to the defense effort may sharply curtail this 
type of construction by the end of the present year. 


Education 


School operating costs are admittedly harder to 
cut than capital construction expenditures at the 
state and local levels, particularly since the majet 
portion of school operating costs (roughly 70%) 
consists of outlay for salaries. 

Total public school operating expenditures for 
elementary and secondary education rose steadily 
from $2.0 billion in the school year 1939-1940, to 
$2.5 billion in 1944-1945, and to $3.8 billion in 
1947-1948. The increase has been primarly for 
teachers’ salaries. 

State aid to local schools showed a sharp increase 
during World War IT, rising from $673 million in 
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fiscal year 1940 to $921 million in 1946. This 
upward trend was broken only in 1942 when aid 
expenditures were reduced by less than $30 million 
from the 1941 level. 

State operating expenditures for schools, which 
consist primarily of support for higher education, 
also showed a steady rise during the war. Expendi- 
tures in fiscal year 1945 of $354 million were 
roughly $150 million higher than in 1940, represent- 
ing an increase of 73 per cent. Since the war, these 
costs have more than doubled, reaching $754 million 
in 1949. 

There is a divergence of opinion among governors 
regarding the possible effect upon the cost of higher 
education because of the expiration of education 
rights under the G. I. Bill and the draft. In a number 
of states, increased appropriations have been re- 
quested to take up the slack caused by declines in 
veterans’ tuition fees. However, the opposite view, 
“. .. that a carefully-considered reduction in their 
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appropriations might be in order,” also was 
expressed. 


W elfare 


The number of those receiving some form of 
categorical assistance (the aged, dependent children, 
and the blind), or general assistance, declined 
steadily from nearly 5 million in calendar year 
1940 to a wartime low of less than 3.5 million in 
1945. Most of this drop was in general assistance 
recipients, but a reduction of recipients in the 
other three categories was noted as well (table 2). 


The demands for workers in war industry con- 
tributed to the sharp decline in the number of general 
assistance recipients. But the reality of this decrease 
is clouded, since many cases were merely transferred 
to other forms of aid in this period. 


The wartime drop in dependent children cases 
from 1941 to 1944 amounted to more than 32 per 


Table 2 
PUBLIC ASSISTANCE AND FEDERAL WORK PROGRAMS * 


1940 - 1950 
(Thousands) 


Old Age Aid Dep. Aid to Aid 
Assistance” Children” Blind”  Disab'd * 


Gen'l Fed. Work 
Assistance ” Total" Programs*® Grand Total 


Amount of Assistance and Earnings, Calendar Year 


$ 475,705 $133,769 $21,838 
542,341 153,709 22,914 
596,002 158,880 24,676 
653,171 140,942 25,143 
693,338 135,015 25,342 
726,550 149,667 26,557 
822,061 208,857 30,748 
989,716 294,961 36,253 | 

_ 1,132,604 364,160 41,382 
1,380,397 475,540 48,533 


(462.641 550.272 52656 $8,949 


$404,963 $1,054,557 $1,670,142 $2,724,699 
272,649 1,003,894 1,225,024 2,228,918 
180,571 966,400 581,152 1,547,552 
110,978 930,234 50,531 980,765 
88,762 942,457 942,457 
86,912 989,686 989,685 
120,928 1,182,594 1,182,594 
164,798 1,485,727 1,485,727 
198,652 1,736,798 1,736,798 
282,250 2,186,720 2,186,720 
292,721 2,367,240 2,367,240 


Number of Recipients, and Persons Employed in Work Programs, December 


895 73 
945 77 
85! 79 
676 76 
639 72 
701 7I 
885 77 

_ 1060 8! 
1,214 86 
1,521 93 
1,638 97 


ere ne 144 
o- 


1,239 
798 
460 
292 
358 
257 
315 
356 
397 
562 
391 


2,869 
1,767 
386 


Public assistance data include Alaska and Hawaii; partly estimated: exclude cost of administrati d of materials, ip- 
ment and other items. Detail. will not necessarily add to totals because of pres ay ee ee 


» Excludes cost of 


rial and beginning September 1940, recipients and cost of medical care. 


ization, bu 
5 Ald to the and totally disabled program initiated October 1950 under Public Law 734 


For years 1940-1942 1 subst iy coritled 
© Includes Work Projects Administration, Civilian Conservation 
financed from 


funds. 
t ; November 
Source: Federal Security Agency. 


the Farm Security Administration. 
rps, National Youth Administration, and other Federal agency 


December estimated at October levels. 
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cent, although the cost of this program declined 
little more than 12 per cent. 

The cost of old age assistance has risen each year 
since 1940, despite a decline of nearly 10 per cent 
in the number of recipients between June, 1942’s 
peak and August, 1945’s low. The average monthly 
payment in 1945 was more than 50 per cent higher 
than in 1940. Blind aid costs also have steadily 
increased. 


Possible Reductions in Welfare Costs 


Thus general assistance was the only form of aid 
in which total payments were markedly reduced as 
a result of transition to a war economy. A reduction 
in the general assistance caseload to the wartime 
low of less than 300,000 would, on the basis of 
1949 costs, result in savings of a little more than 
$160 million. 

The main avenue by which significant curtail- 
ments in welfare spending have been effected is 
through changes in substantive legislation to tighten 
eligibility provisions. 

A number of states have enacted laws which go 
a long way toward preventing abuses of their 
public assistance programs, but in many states 
organized groups have blocked such legislation. 

The Missouri Public Expenditure Survey recently 
suggested, in a letter to U. S. Senator Harry F. 
Byrd, that three basic eligibility requirements be 
written into the Federal law upon which state 
receipt of Federal aid monies for old age assistance 
would be conditioned: (1) a lien and recovery 
provision; (2) a relatives’ responsibility provision; 
and (3) provisions to prevent persons from trans- 
ferring their property to others to become eligible 
for such assistance. 

Whether these three requirements be forced upon 
the states by Federal legislation, as suggested by the 
Missouri Survey, or whether the state legislatures 
adopt such provisions of their own accord (as has 
already been done in many states), such action has 
proved effective in tightening up welfare programs 
by keeping off the rolls those who are not actually 
in need. 


Lien and Recovery 


The principal economy in the lien provision 
results from the large number of individuals who 
remain off the rolls rather than give a lien against 
their property. The experience of Utah is a case 
in point. The Utah Foundation reports that follow- 
ing adoption of a lien law in 1947, a decrease of 
20 per cent was noted in the number of recipients 


on the old age assistance rolls from the high in the 
pre-adoption period. Conversely, in the nation as 
a whole, old age relief recipients increased 23 per 
cent in the same three year period (1947-1950). The 
law’s passage saved an estimated $6.7 million in 
three years. The lien law in Indiana was repealed 
in 1941, after which applications for old age 
assistance almost trebled. In 1947, another lien and 
recovery law was passed, and the old age assistance 
rolls dropped again. 


Relatives’ Responsibility 


A 1949 Oregon law compelling responsible rela- 
tives to support recipients of public assistance had 
a significant effect on the state’s welfare rolls in its 
first year of operation. In Oklahoma, enforcement 
of laws bearing on relative responsibility, resulted 
in a 450 average drop per month in applications for 
assistance from October, 1947, through March, 1948. 
Similarly, the number of aged receiving assistance 
decreased each month until March, 1948. After its 
previous policy was re-established in April, 1948, the 
state’s old age assistance rolls reached a new high. 

The suggestion was also offered by the Missouri 
Survey (it has been made before) that the Federal 
government repeal its prohibition against making 
public the names of assistance recipients. (This 
applies only to those programs for which the 
Federal government provides matching funds. It 
excludes the general assistance program.) The 
Public Expenditure Survey of Wisconsin recently 
demonstrated the value of such information when 
it made a survey of general relief policies and 
procedures in Milwaukee County. By examining a 
10 per cent sample of general relief cases, it was 
able to suggest a number of improvements in the 
administration of the general relief program. 

As evidenced by an examination of appropriation 
requests to 1951 legislatures, there is a mixed 
reaction about the estimated level of state expendi- 
tures for welfare in the coming year or biennium. 
These costs are expected to be generally higher, 
although in several states reductions in such spend- 
ing are anticipated because of greater employment 
opportunities and the offsetting effects of the new 
Federal social security law which are expected 


to result in lower state costs. 


Personnel 


Total employees of state and local governments 
averaged 3,357,000 in calendar year 1940. The 
reduction in personnel during the war, made pos- 
sible by the curtailment of all but essential services, 
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and made necessary because of the need for man- 
power in more essential employment, brought the 
total down to a low of 3,142,000 by 1944. This 
represented a cut of slightly less than 64 per cent. 

During the three war years ending July, 1944, 
reorganizations to improve or maintain services 
with a minimum use of manpower reduced state 
non-school employees to 471,000, a decline of more 
than 17 per cent. 

Despite this drop, the total paid out in salaries 
and wages by state and local units of government 
rose steadily all during the war. Thus the small 
reduction in the number of employees was more 
than offset by higher salaries. 

By 1950, total employees of state and local 
governments reached 4 million, and the total pay- 
roll exceeded $10 billion, more than twice the total 
personnel costs in 1940. 


Table 3 
State and Local Public Employees 
Payroll 
Calendar Year 1940 - 1950 


No. of Employees* _— Total Payroll* 
usands } (millions) 


3,357 


4,052 10,130 


eer eee am aot for months of January, April, 
tye gal each year. 
Geet edcshbat ok Comnianen. 





Not all of this $5.6 billion payroll increase since 
1940 has gone to the new jobs created during this 
period. The average salary paid has increased by 
more than 80 per cent since 1940. 

Of course, most of this increase has been wiped 
out by a corresponding rise in the cost of living. 
But even taking this into account, jobs in state 
and local government are more lucrative today than 
they were ten years ago. In terms of actual pur- 
chasing power, the average government job paid 
almost $200 more per year in 1950 than it did 
in 1940. 

. Barring a further rise in the cost of living (an 
8 per cent increase would wipe out the $200 gain 
in real salaries and wages, if there were no further 
increases over 1950 salaries), personnel costs offer 
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a fertile field for reduction during the present 
national emergency. 

A recent survey by the Civil Service Assembly 
shows that approximately 10 to 15 per cent of 
public employees were subject to call to the military 
service. To this must be added those who will 
leave public service to go into defense work. 

Even a cutback from present levels by an amount 
equal to the relatively small 6.4 per cent reduction 
made in World War II would reduce state and local 
expenditures for personnel by more than $600 
million annually. It should be possible to achieve 
such a reduction simply by leaving vacancies un- 
filled whenever jobs are not essential to the defense 
effort, and by consolidating other jobs wherever 
possible. 

A reduction in the number of personnel to the 
low point in World War II would mean a saving of 
considerably more —over $2.3 billion annually. 
A reduction even to the pre-war level would result 
in savings of more than $1.5 billion annually. If 
defense or war production manpower requirements 
become critical such a cut may be necessary. 


Travel Expense 


World War II experience shows the extent to 
which motor vehicle travel expense can be cut 
during an emergency period. 

A study published in 1944 by the Office of Price 
Administration showed that in the first quarter 
of 1944, thirty-one states and the District of 
Columbia reported: a combined reduction of more 
than 65 million miles — a saving of 33 per cent — 
as compared with the same quarter in 1941. 

Reductions in the individual states ranged from 
a quarter of a million miles in D. C. and a third 
of a million miles in Vermont, to nearly 8 millizn 
miles in Pennsylvania. 


Conclusion 


Examination of World War II experience in 
state and local government operations indicates that 
in the present national emergency the costs of some 
programs could be reduced. Possibly $4 billion to 
$6 billion could be cut by reducing state and local 
activities to a realistic emergency level. While most 
of this would represent the postponement rather 
than the elimination of public works projects, such 
curtailment could serve two purposes: (1) to ease 
the increased burden of Federal taxes made neces- 
sary by the expanded military program, and (2) 
to free both manpower and materials in short 
supply for use in the defense effort. 
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